KANSAS MEDICAID STATE PLAN
Attachment 4.19D
Part 1
Subpart C
Exhibit C-1
Page 9 of 15

Methods and Standards for Establishing Payment Rates
Nursing Facilities and Nursing Facilities-Mental Health

Narrative Explanation of Nursing Facility Reimbursement Formula

Certain costs are exempt from the inflation application when setting the upper
payment limits. They include owner/related party compensation, interest expense, and
real and personal property taxes.

The final results of the Schedule B run are the median compilations. These
compilations are needed for setting the upper payment limit for each cost center. The
median for each cost center is weighted based on total resident days. The upper payment
limits will be set using the following:

Operating 110% of the median
Indirect Health Care 115% of the median
Direct Health Care 120% of the median

Direct Health Care Cost Center Limuit:

The Kansas retmbursement methodology has a component for a case mix
payment adjustment. The Direct Health Care cost center rate component and upper
payment limit are adjusted by the facility average CML

For the purpose of setting the upper payment limit in the Direct Health Care cost
center, the facility cost report period CMI and the statewide average CMI will be
calculated. The facility cost report period CMI 1s the resident day-weighted average of
quarterly facility-wide average case mix indices, carried to four decimal places. The
quarters used in this average will be the quarters that most closely coincide with the
financial and statistical reporting period. For example, a 01/01/20XX-12/31/20XX
financial and statistical reporting period would use the facility-wide average case mix
indices for quarters beginning 04/01/XX, 07/01/XX, 10/01/XX and 01/01/XY. The
statewide average CMI 1s the resident day-weighted average, carried to four decimals, of
the facility cost report period case mix indices for all Medicaid facilities calculated
effective each payment rate period.

The statewide average CMI and facility cost report period CMI are used to set the
upper payment limit for the Direct Health Care cost center. The limit is based on all
facilities with a historic cost report in the database. There are three steps in establishing

the base upper payment limit.

The first step 1s to normalize each facility’s Direct Health Care inflated per diem
cost to the statewide average CMI. The following will describe the normalization process.

I
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A facility has an average inflated per diem cost of $60(A) and a facility cost report period
CMI of 1.4000(B). The statewide average CMI 1s .9500(C). First, divide the statewide
average CMI (C) by the facility cost report period CMI (B) (.9500/1.4000=.68). Second,
the quotient is then multiplied by the average inflated per diem cost (A) to determine the
normalized 1nflated cost at the statewide average CMI (560 x .68= $40.80). Normalizing
each facility’s cost to the statewide average CMI ensures a level comparison of direct
health care costs can be made when setting the upper payment limit.

The second step is to array the normalized inflated costs, based on the statewide
average CMI, to determine the median. The median 1s located using a day-weighted
methodology. That is, the median cost is the per diem cost for the facility in the array at
which point the cumulative total of all resident days first equals or exceeds half the
number of the total resident days for all providers. The facility with the median resident
day in the array sets the median inflated direct health care cost. For example, if there are
& million resident days, the facility in the array with the 4 millionth day would set the
median.

The final step in calculating the base Direct Health Care upper payment limit is to
apply the percentage factor to the median cost. For example, if the median cost is $45 and
the upper payment limit is based on 120% of the median, then the upper payment limit
for the statewide average CMI would be $54 (D=120% x $453).

Once the base limit for the Direct Health Care cost center is established at the
statewide average CMI, the base limit is adjusted by each facility’s cost report period
CMI to determine a facility specific Direct Health Care cost center upper payment limit.
The following will describe the facility specific upper payment limit process. A facility
has an average facility cost report period CMI of 1.4000(A). The statewide average CMI
15 .9500(B). First, divide the facility cost report period average CMI (A) by the statewide
average CMI (B) (1.4000/.9500=1.47). Second, the statewide average CMI limit D (§54)
1s multiplied by the quotient to determine the upper payment limit for the facility ($54 x
1.47= $79.38). In the example above, the facility inflated Direct Health Care cost was
$60, which is less than the upper payment limit of $79.38 for a facility average CMI of
1.4000.

7) Quarterly Case Mix Rate Adjustment

The allowance for the Direct Health Care cost component will be based on the
average Medicaid CMI in the facility. The first step in calculating the allowance is to
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determine the lower of the inflated Direct Health Care cost or the facility’s specific Direct
Health Care upper payment limit. Using the example in the Upper Payment Limit
section, the Direct Health Care cost of $60 was less than the upper payment limit of
$79.38 for an average CMI of 1.4000.

The next step is to determine the Medicaid acuity adjusted allowable Direct
Health Care cost. The Medicaid CMI 1s divided by the facility cost report period CML
Using the example above, if the Medicaid average CMI is 1.6000, it is divided by 1.4000
to arrive at a quotient of 1.1400 (1.6000/1.4000). The lower of the inflated per diem cost
or the facility specific Direct Health Care upper payment limit is multiplied by the
quotient to determine the Medicaid acuity adjusted allowable Direct Health Care cost. In
the example, the allowable Medicaid acuity adjusted Direct Health Care cost will be
$68.40 (560 x 1.1400).

For illustrative purposes, if the facility-specific upper payment limit had been $55
for an average CMI of 1.4000, the Medicaid rate would have been calculated using the
upper payment limit since it was lower than the cost of $60. In this situation, the
allowable Medicaid acuity adjusted cost would be $62.70 (1.1400 x $55).

The Direct Health Care component of the Medicaid rate is adjusted quarterly for
changes in the Medicaid CMI. Using the first example above, if the average Medicaid
CMI increases from 1.6000 to 1.7000 the following quarter, the allowance for the Direct
Health Care cost would increase from $68.40 to $72.60. The first step is to divide the
new average Medicaid CMI by the facility cost report period CMI established for the rate
year (July 1 through June 30) to determine the new quotient (1.7000/1.4000=1.2100).
The lower of the facility specific Direct Health Care upper payment limit or the inflated
Direct Health Care per diem cost is multiplied by the new quotient to determine the
Medicaid allowance. (1.21 x $60=$72.60).

Conversely, if the average Medicaid CMI decreases from 1.6000 to 1.5000 the
following quarter, the allowance for the Direct Health Care cost would decrease from
$68.40 to $64.20. Again, the first step is to divide the new average Medicaid CMI by the
facility cost report period CMI established for the rate year (July 1 through June 30) to
determine the new quotient (1.5000/1.4000=1.0700). The lower of the facility specific
Direct Health Care upper payment limit or the inflated Direct Health Care per diem cost
is multiplied by the new quotient to determine the Medicaid allowance. (1.0700 x

$60=564.20).

RS
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8) Real And Personal Property Fee

The property component of the reimbursement methodology consists of the real
and personal property fee (property fee). The property fee is paid in lieu of an allowable
cost of mortgage interest, depreciation, lease expense and/or amortization of leasehold
improvements. The fee is facility specific and does not change as a result of a change of
ownership, change in lease, or with re-enroliment in the Medicaid program. The original
property fee was comprised of two components, a property allowance and a property
value factor.

All providers received a new property fee, effective July 1, 2002. The first step in
determmining a new facility-specific property fee was to sum the property allowance and
value factor. The second step was to apply an annual inflation factor to the new property
fee, consisting of the combined property aliowance and value factor. The third step was
to compare the inflated property fee to the upper payment limit established for the
property fee. The provider received the lower of the facility-specific inflated property fee
or the upper payment limit.

Additional inflation will be applied to the property fees, effective June 30, 2003.
The property fees n effect June 1, 2003 were inflated 2.892%. The inflation factor was
from the Data Resources, Inc.-WEFA, National Skilled Nursing Facility Total Market
Basket Index (DRI Index). The inflation period was from July 1, 2002 through June 30,
2003. The providers received the lower of the inflated property fee or the upper payment
imit of $6.11.

For providers re-enrolling in the Kansas Medical Assistance program or providers
enrolling for the first time but operating in a facility that was previously enrolled in the
program, the property fee shall be the sum of the last effective property allowance and the
last effective value factor for that facility. The property fee will be inflated and then
compared to the upper payment limit. The property fee will be the lower of the facility-
specific inflated property fee or the upper payment limit.

Providers entering the Kansas Medical Assistance program for the first time, who
are operating in a building for which a fee has not previously been established, shall have
a property fee calculated from the ownership costs reported on the cost report. This fee
shall include appropriate components for rent or lease expense, interest expense on real
estate mortgage, amortization of leasehold improvements, and depreciation on buildings
and equipment. The process for calculating the property fee for providers entering the
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Kansas Medical Assistance program for the first time is explained in greater detail in
Exhibit A-14 (K.A.R. 30-10-25).

There 1s a provision for changing the property fee. This 1s for a rebasing when
capital expenditure thresholds are met (525,000 for homes under 51 beds and $50,000 for
homes over 50 beds). The original property fee remains constant but the additional factor
for the rebasing is added. The property fee rebasing is explained in greater detail in
Exhibit A-14 (K.A.R. 30-10-25). The rebased property fee is subject to the upper
payment limit.

9) Incentive Factor

The incentive factor is a per diem add-on ranging from zero to fifty cents. It1s
based on the per diem cost of the Operating cost center less the real and personal property
taxes expense line. The per diem allowance for this cost center less property taxes is
determined before the owner/related party/admintstrator/co-administrator limitation is
applied.

The incentive is designed to encourage economy and efficiency in the operating
cost center. Property taxes are excluded. There is an inverse relationship between the
incentive factor and the per diem cost used to determine it. The higher the per diem cost,
the lower the incentive factor.

The Schedule E is an array of the per diem costs used to determine the incentive
factor. The schedule includes costs from the base year historical cost report for all active
providers. No projected cost reports are included. The 85% occupancy rule is applied in
determining the per diem costs. The costs are not adjusted for inflation.

The Schedule E summarizes all expense lines from the Operating cost center, less
property taxes. The ownership costs are excluded from the array so that both older
facilities (with relatively lower ownership costs) and newer facilities (with relatively
higher ownership costs) can benefit from the incentive factor through efficient operations.

The total per diem costs for the operating cost center, less property taxes, are
arraved and percentiles established. These percentiles then become the basis for
establishing the per diem cost ranges used to determine each provider’s efficiency factor,
consistent with agency policy. The ranges are defined as follows:

T N
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Providers Percentile Ranking Incentive Factor Per Diem
-0- to 30th Percentile $.50
31st to 55th Percentile 40
56th to 75th Percentile .30
76th to 100th Percentile -0-

10) Rate Effective Date

Rate effective dates are determined in accordance with K. A R. 30-10-19. The rate
may be revised for an add-on reimbursement factor (i.e., rebased property fee), desk
review adjustment or field audit adjustment.

11) Retroactive Rate Adjustments

Retroactive adjustments, as in a retrospective system, are made for the following
three conditions:

A retroactive rate adjustment and direct cash settlement is made if the agency
determines that the base year cost report data used to determine the prospective payment
rate was in error. The prospective payment rate period is adjusted for the corrections.

If a projected cost report is approved to determine an interim rate, a settlement is
also made after a historic cost report is filed for the same period.

And last, when a new provider, through an arms-length transaction that was
recognized prior to June 30, 2003, is reimbursed the rate of the prior provider and files a
historic cost report for the first 12 months of operation, a rate adjustment is made
beginning with the first day after the cost report period. For example, if the first historic
cost report 1s filed for the 12 month period ended June 30, but the rate from the cost
report is not entered into the payment system until October 1, then there will be a
retroactive rate adjustment from July 1 through September 30. New providers recognized
effective June 30, 2003 or after will be paid a rate determined from the previous
provider’s cost report data for the first 24 months of operation.

All settlements are subject to upper payment limits. A provider is considered to be in
projection status if they are operating on a projected rate and they are subject to the
retroactive rate adjustment.
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12) Comparable Private Pay Rates

The last factor considered in determining a provider’s Medicaid per diem
payment rate is their private pay rate. Providers are reimbursed the lower of the
calculated Medicaid rate or their private pay rate. The agency maintains a registry of
private pay rates. It is the responsibility of the providers to send in private pay rate
updates so that the registry is updated. When new Medicaid rates are determined, if the
private pay rate reflected in the registry is lower, then the provider is held to that private
pay rate until the provider sends notification that it has a higher private pay rate.

Case Mix Adjustments to Private Pay Rates:

Private pay rates submitted to the agency are adjusted up if a provider’s average private
pay/other CMI is lower than its Medicaid average CMI. This is accomplished by
multiplying the provider’s average private pay rate in the private pay registry by the ratio
of their Medicaid average CMI to their average private pay/other CMI. This ensures that
providers’ Medicaid rates are not limited to a lower private pay rate that may be
attributed to the lower acuity of the private pay residents. There is no adjustment to
private pay rates if the facility’s Medicaid average CMI is less than its average private
pay/other CMI. There is also no adjustment to private pay rates if the facility’s total
Medicaid rate is less than its average private pay rate
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